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Conventional Cost Function of the Refining Industry in KSA:
A Case Study of Riyadh Refinery
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Abstract. In this paper, we study the cost structure of the refining Industry in the Kingdom
of Saudi Arabia taking the Riyadh Refinery as a case study. The study exploits a number of
conventional cost functions ranging from representative polynomial cost functions to the dif-
ferent vanants of the Cobb-Douglas cost function. Using conventional statistical and eco-
nomic criteria, a restricted Cobb-Douglas formulation which incorporates the heterogeneity
constraint was deemed the most appropriate. Results obtained generally show that the rela-
tionship between costs and output is inelastic. Increasing returns to scale govern the produc-
tion process in the refinery and positive economies of scale predominate. The results point to
the fact that the refinery was operating on the declining portion of its Average Cost curve
where average costs exceed marginal costs, i.e. production tended to lie in stage one of pro-
duction during the sample period.



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

